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The  United  States  and  World  Trade 

BY  HAROLD  H.  HUTCHESON,  Professor  of  Economics,  Virginia  Military  Institute 


NEWSPAPER  reports  on  December  13  that  Paul 
G.  Hoffman,  Economic  Cooperation  Administra¬ 
tor,  was  urging  the  creation  of  a  committee  of 
eminent  private  citizens  to  aid  in  the  formation  of 
United  States  policy  toward  current  world  eco¬ 
nomic  problems,  crystallized  the  views  expressed 
in  many  quarters  that  the  time  has  come  to  cor¬ 
relate  the  diverse  and  often  contradictory  policies 
followed  by  the  United  States  in  the  field  of  eco¬ 
nomic  affairs. 

The  dollar-sterling  crisis  during  the  summer  of 
1949  came  as  a  surprise  to  many  Americans.  It  was 
generally  thought  that  Marshall  Plan  assistance  had 
provided  ample  support  for  a  program  of  sustained 
recovery  in  the  industry  and  trade  of  Britain  and 
its  Western  European  neighbors.  Production  fig¬ 
ures  showed  that,  as  of  the  early  months  of  1949, 
industrial  output  in  most  countries  was  at  or  above 
the  1938  level.  Moreover,  the  multilateral  trade  ac¬ 
cords,  negotiated  in  Geneva  (1947)  and  Annecy 
(spring  of  1949),  were  widely  acclaimed  as  a  sig¬ 
nal  advance  in  the  reduction  of  barriers  to  world 
commerce.  But  despite  these  and  other  manifesta¬ 
tions  of  progress,  the  rapid  decline  of  British  gold 
and  dollar  reserves,  already  reduced  to  what  was 
considered  a  minimum  working  balance  for  the 
sterling  area,  told  a  different  story.  The  joint  com¬ 
munique  issued  on  September  12,  1949  at  the  con¬ 
clusion  of  the  Anglo-American-Canadian  financial 
talks  in  Washington,  indicated  the  gravity  of  the 
situation  when  it  cited  the  need  for  action  “to  pre¬ 
vent  a  serious  breakdown  in  the  dollar-sterling  re¬ 
lationships.”^ 

Given  the  importance  of  Britain  as  a  trading 
nation — second  only  to  this  country — it  is  obvious 
that  the  causes  of  London’s  current  economic  set¬ 
back  deserve  careful  study  in  the  light  of  the  aims 
and  implementation  of  United  States  foreign  eco¬ 
nomic  policy.  This  is  particularly  true  with  refer¬ 
ence  to  the  European  Recovery  Program,  for  the 
sharp  devaluation  of  the  pound  on  September  18 
has  brought  into  the  open  a  marked  cleavage  be¬ 
tween  Britain  and  its  continental  partners  in  the 

I.  See  text  in  New  Yorf{  Times,  September  13,  1949. 


Organization  for  European  Economic  Cooperation 
(OEEC).  There  is  need  also  for  a  re-examination 
of  United  States  trade  policy.  By  now  it  should 
be  abundantly  clear  that  disequilibrium  in  the 
world  economy  is  essentially  a  balance-of-payments 
problem  and  not  a  matter  simply  of  continued  im¬ 
port  restrictions.  Trade  barriers  abroad  are,  in  fact, 
largely  a  manifestation  of  payment  difficulties. 
Most  nations  find  their  dollar  supply  woefully  short 
in  terms  of  urgent  needs.  The  United  States,  on 
the  other  hand,  has  a  vast  productive  capacity,  by 
virtue  of  which  it  is  “the  only  country  of  any  size 
which  has  almost  complete  freedom  of  action  in 
the  field  of  international  economic  policy.”^ 

A  successful  United  States  foreign  policy  de¬ 
mands  constant  scrutiny  of  the  measures  supported 
by  the  Administration  to  determine  whether  or  not 
they  are  appropriate  as  to  content,  timing  and 
scope.  Within  the  compass  of  this  report  it  is  im¬ 
possible  to  examine  our  foreign  economic  policy 
in  every  particular;  accordingly,  the  emphasis  has 
been  placed  on  the  major  issues — namely,  recon¬ 
struction  and  development,  and  removal  of  trade 
barriers. 

INTEGRATION  OF  WESTERN  EUROPE 
The  conditions  on  which  Marshall  Plan  aid  has 
been  voted  by  Congress  include  the  proviso  that 
a  joint  recovery  program  should  be  devised.  The 
question  immediately  arises :  Does  mutual  assistance 
imply  regional  planning,  industry  by  industry,  and 
therefore  more  governmental  controls,  or  can  in¬ 
tegration  be  achieved  merely  by  abolishing  import 
regulations.^  Needless  to  say,  there  is  no  unanimity 
of  opinion  as  to  what  constitutes  the  proper  ap¬ 
proach.*  The  answer  as  stated  by  Paul  G.  Hoff¬ 
man,  EGA  Administrator,  in  addressing  the  Coun¬ 
cil  of  the  OEEC — European  counterpart  of  the 

2.  Douglas  C.  Abbott,  Canadian  Minister  of  Finance,  in  state¬ 
ment  made  at  opening  of  the  three-power  economic  parley  in 
Washington,  September  7,  1949.  New  York^  Times,  Septem¬ 
ber  8,  1949. 

3.  Gottfried  Haberlcr,  “F,conomic  Aspects  of  a  European 
Union,”  World  Politics,  July  1949,  pp.  431-41.  The  problem  of 
greater  economic  unity  in  Western  Europe  includes  the  im¬ 
portant  issue  of  reparations  policy  in  Germany. 
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ECA — in  Paris  on  October  31,  1949  is  that  regional 
economic  unification  should  be  achieved  through 
removal  of  trade  obstacles.  “The  substance  of  such 
integration,”  he  said,  “would  be  the  formation  of 
a  single  large  market  within  which  quantitative 
restrictions  on  the  movement  of  goods,  monetary 
barriers  to  the  flow  of  payments  and,  eventually, 
all  tariffs  are  permanently  swept  away.”‘‘  He 
warned  that  without  a  broad  market  in  which  all 
economies  of  mass  production  are  realized,  Euro¬ 
pean  producers  are  unlikely  to  restore  fully  their 
competitive  position  in  world  markets.  The  al¬ 
ternative  to  an  integrated  regional  system  of  pro¬ 
duction  and  trade  was,  he  added,  a  vicious  cycle 
of  restrictions  and  more  restrictions — economic  na¬ 
tionalism,  or  each  against  all. 

This  call  for  an  integrated  recovery  program 
was  underscored  in  Washington  by  an  official 
warning  that  unless  Western  Europe  responded  by 
early  1950,  no  new  aid  funds  will  be  requested 
from  Congress.’  Thus  far,  however,  OEEC  mem¬ 
bers  have  proceeded  cautiously  in  acting  on  the 
EGA  proposal.  Cuts  in  import  quotas  on  products 
important  in  intra-European  trade  are  under  con¬ 
sideration,  as  is  also  a  French  memorandum  pro¬ 
posing  a  monetary  union  of  France,  Italy  and  the 
Benelux  countries.  The  British  government,  for 
its  part,  has  once  again  pledged  cooperation  with 
Western  Europe,  but  at  the  same  time  has  let  it 
be  known  that  Britain’s  contribution  is  limited  by 
its  obligations  to  the  Commonwealth.^ 

While  the  gains  to  be  reaped  from  an  integrated 
economy,  even  if  it  does  not  include  the  United 
Kingdom,  are  easily  demonstrable,  ways  and  means 
of  overcoming  the  many  obstacles  are  not  so  readily 
indicated.  These  difficulties,  which  were  noted  by 
Mr.  Hoffman  in  his  address,  include  differences 
in  national  fiscal  and  monetary  policies,  fear  of 
industry  dislocations  and  resulting  unemployment, 
national  security  issues,  uncertainty  as  to  the  ade¬ 
quacy  of  specie  and  dollar  reserves  (Belgium  and 
Switzerland  are  exceptions),  and  so  on.  Integra¬ 
tion  is,  in  fact,  another  name  for  specialization 
and  territorial  division  of  labor.  It  might  conceiv¬ 
ably  be  achieved  by  a  planned  coordination  of  the 
several  national  recovery  programs.  The  OEEC 
has  thus  far  followed  such  a  policy,  but  the  at- 


i  4-  Xew  York,  Times,  November  i,  1949. 

i  5.  Ibid. 

;  6-  D.  J.  Morgan,  “The  British  O)mmonwcalth  and  European 
11:  '  Economic  Cooperation,”  Economic  Journal  (London),  Scptem- 
S,  bcr  1949,  pp.  307-25.  Britain,  however,  has  made  prop<jsals  to 
ts,  i  Norway,  licnmark  and  Sweden  for  closer  economic  collabora- 
I,  tion.  See  New  York  Times,  December  7,  1949.  The  role  of  the 
Commonwealth  in  European  recovery  was  an  important  item  on 
I  the  agenda  of  a  parley  held  in  Colombo,  Ceylon,  January  1950 
j  with  all  the  Dominion  governments  participating. 


tempt  to  integrate  investment  plans  has  met  with 
little  success.^  Moreover,  few  changes  have  been 
effected  in  existing  patterns  of  production  and 
trade  to  favor  low-cost  producers.  National  struc¬ 
tures  of  industry,  agriculture  and  trade  as  present¬ 
ly  constituted  reflect  varying  degrees  of  interven¬ 
tion,  governmental  and  private,  to  restrict  compe¬ 
tition.  In  many  instances,  resources  are  not  being 
used  most  efficiently.  Vested  interests  came  into  be¬ 
ing  long  ago,  and  their  continued  opposition  to 
integration  may  be  expected. 

Since  Washington  supports  free  private  enter¬ 
prise  as  the  most  productive  economic  system,  the 
attitude  of  European  businessmen  toward  the 
Marshall  Plan  is  a  matter  of  importance.  Their 
cooperation  in  this  undertaking  is  indispensable. 
Business  interests  abroad,  however,  are  not,  in 
general,  enthusiastic  supporters  of  any  arrange¬ 
ment  that  envisages  a  mass,  competitive  market. 
The  American  aid  program  has  been  criticized 
by  some  on  the  score  that  it  builds  up  unwanted 
competition  at  home  and  abroad.  The  United 
States  Congress,  it  is  said,  professes  support  of  free 
enterprise  but  has  at  the  same  time  insisted  on  a 
joint  recovery  program,  which  is  interpreted  abroad 
to  mean  regional  planning.  The  result  may  well 
be  more  state  intervention,  rather  than  less. 

To  this  allegation,  however,  the  reply  may  be 
made  that  the  contradiction  in  United  States  aid 
policy  is  more  apparent  than  real,  for  the  recom¬ 
mendation  that  OEEC  members  practice  unstinted 
cooperation  is  not  at  variance  with  support  of  free 
enterprise.  The  ECA  has  at  no  time  advised  re¬ 
gional  planning  as  such,  but  rather  a  joint  effort, 
worked  out  through  the  force  of  competition  once 
trade  barriers  are  removed.  Customs  unions  are  en¬ 
dorsed  as  a  legitimate  departure  from  the  over-all 
aim  of  freer  world  trade,  provided  the  next  step 
is  economic  union  with  no  increase  in  restrictions 
on  imports  from  nonmembers.  An  example  is  the 
Benelux  project,  which  has  Washington’s  support. 
V.’hat  is  more,  national  recovery  programs  to  guide 
private  industry — e.g.,  the  Monnet  Plan  in  France 
— are  considered  acceptable.  There  is,  however,  the 
likelihood  that  these  plans  will  be  cast  in  the  mold 
of  economic  nationalism.  According  to  the  United 
Nations  Economic  Commission  for  Europe,  such  a 
development  has  already  become  widespread.®  The 
ECA  is  well  aware  of  this  recent  trend,  as  is  evi¬ 
denced  by  Mr.  Hoffman’s  strong  plea  for  integra¬ 
tion  through  removal  of  import  restrictions. 

7.  OEEC,  Interim  Report  on  the  European  Recovery  Pro¬ 
gramme  (Paris,  September  30,  1948),  Vol.  I. 

8.  Economic  Survey  of  Europe  in  1948  (Geneva,  1949),  pp. 
164,  178,  184,  228. 
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But  the  aversion  of  many  European  producers, 
in  both  industry  and  agriculture,  to  a  competitive 
regime  is  deep-seated,  and  not  limited  simply  to  a 
predilection  for  a  protected  home  market.  Many 
lines  of  production  have  long  since  been  charac¬ 
terized  by  the  absence  of  competition,  within  and 
between  nations.  The  device  most  commonly  used 
has  been  the  cartel,  or  monopolistic  regulation  on 
an  international  scale.  Many  new  cartel  agreements 
became  operative  during  the  inter-war  period, 
often  with  the  encouragement  of  governments. 
German  industrialists  were  leaders  in  this  field; 
but  the  idea  was  widely  applied  by  others,  notably 
in  France.^  In  most  instances,  the  agreements 
meant  international  private  control  of  production, 
investment,  trade  and  prices.  Cartels  were,  in  fact, 
so  common  that  several  proponents  of  a  United 
States  of  Europe  argued  that  economic  union  al¬ 
ready  existed  and  that  what  was  now  required 
was  a  political  union  to  regulate  monopolies  in  the 
interest  of  consumers.’® 

In  short,  business  interests  in  Western  Europe 
have  not  always  supported  competitive  enterprise 
and  nonintervention.  There  is  considerable  opposi¬ 
tion  to  integration  under  the  EGA  aid  program, 
since  it  is  feared  that  competition  will  thus  be  re¬ 
vived.  Several  groups  strenuously  object  to  reduc¬ 
tion  of  trade  barriers.  The  frankly  avowed  object 
of  many  businessmen  in  Europe  today  is  “to  limit 
competition  beween  producers  of  different  coun¬ 
tries  by  dividing  up  markets,  agreeing  on  prices, 
restricting  plant  expansion  or  agreeing  on  products 
in  which  each  should  specialize.”"  This  attitude 
toward  competition  has  the  tacit  support  of  some 
governments,  e.g.,  in  France  and  Italy,  which  will 
resist  removal  of  import  controls  until  private 
agreements  have  been  put  into  force  by  producers 
in  various  countries."  In  the  meantime,  negotia¬ 
tions  to  increase  intra-European  trade  are  being 
carried  on  with  the  idea  primarily  of  protecting 
inefficient  industries,  rather  than  benefiting  export 
industries  and  the  home  consumer." 

THE  PAYMENTS  PROBLEM 

But  even  were  all  producers  willing  to  stand  or 

9.  Frank  Arnold  Haight,  A  History  of  French  Commercial 
Policies  (New  York,  Macmillan,  1941),  p.  204. 

10.  Edouard  Herriot,  The  United  States  of  Europe  (New 
York,  Viking,  1930). 

11.  Michael  J.  Hofiman,  “European  Cartels  Revived  to  Block 
Freeing  of  Trade,”  New  Yor^  Times,  November  20,  1949,  p.  i. 

12.  Simultaneously,  however,  the  French  Planning  Commis¬ 
sion,  headed  by  Jean  Monnet,  is  considering  an  anti-trust  pro¬ 
gram  to  revive  competition  and  thereby  stimulate  recovery. 
Ihid.,  November  25,  1949. 

13.  Michael  J.  Hoffman,  “Freeing  of  Trade  in  Europe  Lag¬ 
ging,”  New  Yor^  Times,  November  21,  1949. 


fall  in  a  common  market  on  the  basis  of  competi¬ 
tive  efficiency,  there  remains  the  problem  of  effect-  f 
ing  a  tenable  balance  of  payments  within  Western 
Europe  and  with  nations  overseas.  The  solution 
advocated  by  the  United  States  is  multilateral 
trade,  including  special  regional  arrangements  to  i  ^ 
accelerate  removal  of  trade  controls.  In  practice,  ^ 
however,  all  trade  is  essentially  bilateral;  what  is  ^ 
desired  is  commerce  arising  from  territorial  divi¬ 
sion  of  labor,  with  the  trading  accounts  of  partici-  ^ 
pants  balanced  collectively  rather  than  bilaterally. 
Stated  differently,  multilateral  trading  does  not 
supersede  bilateral  transactions;  it  makes  possible  ^ 
the  economies  of  specialization  through  the  ready  ^ 
convertibility  of  one  currency  into  another— pay-  1  ^ 
ments  that  are  cleared  multilaterally.  It  may  be  j  ^ 
said,  therefore,  that  “the  essence  of  multilateral  |  ^ 
trade  is  free  convertibility  of  currencies.”"  Thus,  I  j 
unless  the  nations  of  Western  Europe  possess  suffi-  j  ^ 
cient  foreign  exchange  reserves  to  permit  unregu-  ! 
lated  payments  in  foreign  trade,  the  removal  of  j 
import  quotas  will  not  necessarily  bring  into  being  ^ 
a  multilateral  system. 

Since  the  region  as  a  whole  is  deficient  in  food¬ 
stuffs  and  raw  materials  which  must  now  be  im¬ 
ported  largely  from  the  Western  Hemisphere  and 
paid  for  in  dollars,  a  major  difficulty  to  be  over¬ 
come  in  restoring  multilateral  trade  is  the  inade¬ 
quate  supply  of  dollars.  Many  writers  have  under¬ 
taken  to  explain  this  shortage.  One  group  attributes 
the  deficit  to  unsound  fiscal  and  monetary  poli¬ 
cies."  United  States  aid  policy  stipulates  reforms 
where  needed  to  restore  a  stable  currency  system; 
assistance,  however,  is  considered  necessary  even  j 
were  there  monetary  stability  already,  and  this  for  : 
several  reasons.  In  the  opinion  of  some  economists, 
the  dollar  problem  is  actually  of  long  standing  and 
not  the  result  simply  of  the  devastation  that  oc¬ 
curred  during  World  War  II." 

With  reference  to  events  since  1939,  it  is  general¬ 
ly  agreed  that  one  highly  unfavorable  development 
has  been  the  decline  in  Britain’s  economic  position, 
ns  reflected  in  reduced  net  income  from  invest¬ 
ments,  shipping  and  other  services.  British  overseas 
transactions  are  no  longer  the  balance-wheel  in  the 
trade  and  exchange  of  Europe,  as  they  were  before 
iQ?Q.  Since  V-E  Day,  London  has  had  a  small  ex-  ] 
port  surplus  in  trade  with  Europe,  whereas  in  pre-  j 

14.  Food  and  Apricultural  Organization  of  the  United  Na-  i 
tions.  Report  on  World  Commodity  Problems  (Washington,  I 
September  1949),  p.  23. 

I",.  See.  e.c.,  Frank  D.  Graham,  “The  Cause  and  Cure  of  I 
‘Dollar  Shortage,’  ”  Essays  in  International  Finance  (Princeton  | 
University),  No.  10  (January  1949).  1 

16.  Seymour  E.  Harris,  The  European  Recovery  Program  1 
(Cambridge,  Harvard  University  Press,  1948).  ! 
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war  years  there  was  a  large  import  surplus  (600 
million  dollars  in  1938,  the  U.S.S.R.  included). 
Now  that  overseas  earnings  are  much  lower,  trade 
with  Western  Europe  must  be  balanced  more  or 
less  directly.  Resources  are  insufficient,  even  with 
j  Marshall  Plan  aid,  to  finance  a  large  import  sur- 
!  plus  with  OEEC  members  and,  at  the  same  time, 
meet  the  needs  of  Britain  and  the  sterling  area. 
This  situation  explains  why  Britain,  as  a  partici¬ 
pant  in  the  ECA-sponsored  payments  agreement, 
declined  to  extend  credits  that  are  freely  con¬ 
vertible  into  hard  currencies.  Belgium  and  Swit¬ 
zerland,  which  have  larger  reserves,  are  obviously 
better  able  to  pay  for  imports  than  their  neigh- 
bors.'^  The  latter,  lacking  adequate  funds  to  fi¬ 
nance  their  overseas  requirements,  are  prompted 
to  expand  exports  and  curtail  imports,  particularly 
where  unbalanced  trade  is  due  to  an  inordinate 
increase  of  internal  buying  power.  There  is  a  re¬ 
surgence  of  economic  nationalism  and  the  accom¬ 
panying  urge  to  maintain  inefficient  industries — a 
reversal  of  the  movement  toward  regional  integra¬ 
tion. 


The  absence  of  a  truly  joint  recovery  program 
I  has  perforce  meant  that  United  States  aid  is  given 
on  a  country-to-country  basis.  To  promote  the 
intra-trade  of  Western  Europe,  the  EGA  sponsors 
\  a  payments  scheme  whereby  countries  with  export 
i  surpluses  extend  credits  to  those  having  import 
;  surpluses,  with  special  dollar  allocations  serving  as 
:  the  immediate  inducement.  This  procedure,  how¬ 
ever,  creates  a  new  problem,  namely,  how  to  hold 
the  credits  within  practicable  limits,  since  the  avail¬ 
ability  of  these  funds  in  itself  tends  to  enlarge  the 
]  trade  deficits  to  be  covered.’®  In  other  words,  a 
payments  plan  as  such  is  not  a  corrective  for  the 
basic  conditions  that  make  for  disequilibrium  in 
j  external  accounts.  These  disturbing  factors  are  the 
!  maladjustments  in  trade  and  industry  that  came 
into  being  before  and  after  1939. 

The  reduction  of  London’s  dollar  earnings,  and 
in  turn  those  of  continental  Europe  through  the 
:  eclipse  of  the  pre-war  export  surplus  with  Britain, 
is  all  the  more  serious  given  the  further  fact  that 
I  dollars  are  now  often  needed  to  finance  European 
imports  from  countries  other  than  the  United 
J  States.  This  is  an  important  change  in  the  func- 
j  tioning  of  the  world  trading  system.  Before  1939, 
;  Europe  met  its  trade  deficit  with  this  country  in 


17'  These  two  nations  contributed  much  to  the  post-war  re- 
-  covcry  of  European  trade  by  their  liberal  import  controls  and 
loan  policy;  in  1948,  however,  they  found  it  necessary  to  re¬ 
strict  credits  and  seek  repayment  of  outstanding  loans. 

3  18.  United  Nations  Economic  Commission  for  Europe,  A  Sur- 
^  fty  of  the  Economic  Situation  and  Prospects  of  Europe  (Ge- 
i  neva,  1948),  p.  106. 


part  through  dollars  received  from  other  areas,  the 
latter  earning  these  funds  by  an  export  surplus 
with  the  United  States.  Since  the  war,  the  flow  has 
been  reversed,  and  now  overseas  countries  obtain 
dollars  from  Europe  to  settle  trade  deficits  that 
formerly  did  not  exist.  Moreover,  certain  OEEC 
members,  notably  France  and  Britain,  have  in¬ 
creased  their  exports  to  “soft-currency”  areas — 
primarily  overseas  territories — thereby  foregoing 
what  might  otherwise  have  been  additional  sales 
for  dollars.’^  With  respect  to  British  exporters,  this 
diversion  of  trade  has  been  aided  by  the  liberal  re¬ 
lease  of  blocked  sterling  balances  and  by  what  ap¬ 
pears  to  have  been  a  large  outflow  of  capital. 
Labeled  “unrequited  exports,”  this  trade  in  1948 
was  almost  equal  in  value  to  assistance  received  by 
way  of  the  Marshall  Plan.^° 

Some  critics  contend  that  while  Britain  practiced 
“austerity,”  the  sterling  area  enjoyed  a  spending 
spree — a  fact  which  would  explain  in  large  part  the 
recent  dollar  crisis.  But  the  charge  of  undue  leni¬ 
ency  in  releasing  sterling  balances  and  inordinate 
capital  exports  must  be  qualified  by  certain  con¬ 
siderations  that  are  not  always  duly  noted.  British 
and  other  European  exporters  must  seek  maximum 
dollar  sales;  however,  the  task  of  building  up  mar¬ 
kets  in  the  sterling  area  and  elsewhere  cannot  be 
neglected.  Furthermore,  in  the  case  of  India,  eco¬ 
nomic  distress  in  that  country  might  have  been 
even  more  acute  had  not  imports  from  Britain  ex¬ 
panded.  The  British  government  now  realizes  that 
the  recent  level  of  unrequited  exports — a  contribu¬ 
tion  to  world  recovery — was  too  large  a  burden 
to  be  carried  even  with  EGA  aid.  As  Sir  Staf¬ 
ford  put  it,  “We  must  go  slower,  whether  we  like 
it  or  not.”^’ 

Thus,  a  return  to  multilateral  trade  and  pay¬ 
ments  requires  a  reconstruction  of  the  world  econ¬ 
omy.  To  quote  a  committee  of  FAO  experts,  “It 
does  not  seem  possible  to  us  that  the  dollar  scarcity 
can  ever  be  cured  merely  by  rearrangement  of 
production  and  trade  with  the  western  world.  Its 
cure  demands  organized  means  for  the  interna¬ 
tional  movement  of  technology  and  capital  to  coun¬ 
tries  of  retarded  economic  development  where  their 
application  will  make  possible  a  steady  advance  in 
agricultural  and  industrial  productivity,  leading 
to  a  progressive  expansion  of  consumption.”^^  In 

19.  Economic  Survey  of  Europe  in  1948,  cited,  pp.  123-4. 

20.  Lionel  Robbins,  “The  Sterling  Problem,”  Lloyds  Banh_ 
Review  (London),  October  1949,  p.  7.  See  also,  UNECE,  Eco¬ 
nomic  Bulletin  for  Europe,  Second  Quarter  1949. 

21.  New  York.  Times,  October  27,  1949.  Devaluation,  how¬ 
ever,  has  increased  prices  for  imports  from  the  dollar  area, 
and  sterling  countries  may  therefore  be  expected  to  bid  more 
strongly  for  British  output. 

22.  Report  on  World  Commodity  Problems,  cited,  p.  23. 
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the  past,  the  industrial  nations  of  Western  Europe 
have  been  largely  responsible  for  world  economic 
development;  their  capacity  in  this  respect  waned 
after  1914,  and  since  1939  has  absolutely  declined.^^ 
By  contrast,  the  position  of  this  country  as  a  pro¬ 
ducer  and  creditor  is  now  one  of  unparalleled 
strength. 

PROBLEM  OF  CAPITAL  EXPORTS 

It  follows  that  United  States  investment  policy 
assumes  prime  importance.^'^  The  official  position 
concerning  the  availability  of  capital  funds  has 
been  frequently  stated;  it  can  be  summed  up  in 
the  decision  not  to  provide  public  grants  and  loans 
except  under  compelling  circumstances  as,  for  ex¬ 
ample,  in  underwriting  European  recovery.  Cap¬ 
ital-short  countries  must  rely  on  the  private  in¬ 
vestor,  supplemented  by  International  Bank  credits. 
For  their  part,  business  spokesmen  have  time  and 
again  pointed  out  that  private  direct  investments 
are  the  ideal  type  of  capital  export,  since  the  ac¬ 
companying  outflow  of  know-how  insures  maxi¬ 
mum  productive  use  of  the  funds.  But  direct  in¬ 
vestments  will  not  be  made  unless  other  nations 
guarantee  the  rights  claimed  by  the  private  in¬ 
vestor,  including  the  right  to  transfer  earnings  into 
dollars,  exemption  from*  discriminatory  taxation, 
and  so  on.’^  Thus  far  there  has  been  only  slight 
response  from  foreign  governments  in  meeting 
these  conditions;  the  outward  flow  of  private  cap¬ 
ital  from  the  United  States  has  not  been  revived 
on  a  large  scale.  Many  reasons  are  given  for  the 
reluctance  of  capital-poor  countries  to  meet  the 
terms  of  the  private  investor.  These  include  fear 
of  foreign  domination  ip  local  industrial  develop¬ 
ment  and  the  widespread  conviction  that  Wash¬ 
ington  will  continue  to  make  large  grants  and  loans 
abroad  to  prevent  a  domestic  slump,  if  for  no  other 
reason. 

Yet  the  development  of  world  productive  power 
requires  a  sustained  outflow  of  private  capital  and 
know-how;  the  volume  must  be  larger  than  the 
sums  sent  abroad  in  the  past  two  decades.  Anxious 
to  resolve  the  present  stalemate  as  quickly  as  pos¬ 
sible,  some  United  States  businessmen  have  ad¬ 
vanced  the  idea  that  the  institutional  setting  for 
foreign  investments  must  be  reconsidered  and  that 
a  mutually  profitable  arrangement  is  feasible 
through  what  is  called  “partnership  capitalism.” 

23.  OEEC,  Report  of  the  Overseas  Territories  Committee 
(Paris,  September  1948). 

24.  See  Harold  H.  Hutcheson,  “Government  and  Capital  in 
Point  Four,"  Foreign  Policy  Reports,  Vol.  XXV,  No.  6  (June  i, 
1949). 

25.  National  Association  of  Manufacturers,  Capital  Export 
Potentialities  after  1952  (New  York,  March  1949). 


Eric  Johnston  and  Nelson  Rockefeller  are  promi¬ 
nent  advocates  of  the  new  approach,  one  example 
of  which  is  the  Rockefeller-financed  International 
Basic  Economy  Corporation  (IBEC).^^  This  idea, 
however,  has  not  won  many  adherents. 

While  undeniable  advantages  are  to  be  obtained 
from  direct  investments,  whether  on  the  partner¬ 
ship  basis  or  otherwise,  this  method  of  exporting 
capital  does  not  directly  facilitate  multilateral  trade 
and  payments,  which  are  a  cardinal  aim  of  United 
States  policy.  The  superiority  of  direct  investments 
has  been  much  publicized  of  late,  but  in  the  past, 
foreign  loans  accounted  for  a  large  part  of  the  out¬ 
flow  of  funds.  In  the  1920’s  flotation  of  foreign 
bonds  was  a  leading  source  of  capital  for  nations 
seeking  external  assistance.  Although  it  has  fre¬ 
quently  been  noted  that  this  type  of  financing 
is  not  wholly  satisfactory,  especially  since  the 
debtor<reditor  relationship  entails  contractual  ob¬ 
ligations  that  are  likely  to  prove  embarrassing  dur¬ 
ing  a  trade  slump,  the  fact  remains  that  capital 
exports  through  untied  loans  are  more  in  con¬ 
formity  with  multilateral  trade  than  direct  invest¬ 
ments.  Thus,  a  government  seeking  to  develop  its 
resources  might  negotiate  a  dollar  or  sterling  loan 
but  elect  to  spend  the  proceeds  in  a  third  country 
because  of  lower  prices  or  quicker  delivery.  It  is 
true,  of  course,  that  the  loan  proceeds  must  finally 
be  spent  in  the  lending  country;  but  in  the  mean¬ 
time  funds  are  available  to  finance  exports  of  third 
countries.  A  direct  investment,  on  the  other  hand, 
is  usually  a  bilateral  transaction,  having  only  an 
indirect  effect  on  the  trade  of  third  parties.  The 
investor  may,  in  fact,  plan  production  abroad  of  a 
commodity  formerly  exported  from  the  home  fac¬ 
tory.  This  has  been  a  common  procedure  and  may 
conceivably  cause  some  decline  in  foreign  trade. 

Direct  investments,  therefore,  may  not  bring  im¬ 
mediate  additions  to  the  supply  of  dollar  exchange 
available  to  Western  Europe.  The  balance-of-pay- 
ments  problem  is  more  likely  to  be  eased  by  dollar 
loans.  It  is  not  to  be  assumed,  however,  that  this 
result  will  always  follow,  for  unless  European  pro¬ 
ducers  regain  their  competitive  strength,  the  in¬ 
creased  supply  of  dollars  through  loans  may  not 
bring  larger  exports. 

Summarizing,  it  may  be  said  that  United  States 
foreign  economic  policy  relies  on  private  capital 
exports  to  promote  world  economic  development; 
but  thus  far  there  has  been  little  success  in  achiev¬ 
ing  a  meeting  of  minds  between  those  who  have 
capital  and  those  who  require  it.  Western  Europe 
has  only  limited  resources  available;  the  job  is  one 

26.  Hutcheson,  “Government  and  Capital  in  Point  Four,’ 
cited. 
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I  that  must  be  done  largely  by  this  country.  More¬ 
over,  the  gains  that  Europe  may  expect  as  a  result 
i  of  larger  United  States  foreign  investments  are 
to  be  measured  in  terms  of  improved  productivity 
in  less  developed  areas  under  the  projected  Point 
Four  program,  which  will  eventually  lead  to  a 
‘  larger  volume  of  mutually  profitable  international 
i  trade.  Since  development  is  a  process  requiring  dec- 
'  ades  rather  than  years,  it  also  follows  that  a  rapid 

I  stimulation  of  overseas  progress  must  be  ruled  out. 

I 

I  U.S.  TRADE  PROGRAM  AND 
DOLLAR  SHORTAGE 

1  Even  were  investors  in  this  country  ready  and 
j  willing  to  make  large  outlays  overseas,  such  capital 
]  exports  would  not  offer  a  final  solution  to  the 
3  problem  of  building  an  integrated  world  economy. 
]  if  loans  and  investments  are  not  to  be  written  off 
j  as  losses,  adjustments  must  be  made  in  the  United 
I  States  economy.  The  difficulty  is  one  of  insuring 
j  payment  in  dollars  of  interest,  amortization  and 
j  dividends  to  this  country.  The  Administration,  under 
I  the  Point  Four  policy,  has  proposed  a  system  of  in- 
I  surance  under  Export-Import  Bank  auspices  to  guar- 
;  antee  returns  to  private  investors.  But  this  device  is 
not  a  substitute  for  the  adjustments  in  trade  that 
will  enable  capital-importing  nations  to  earn  more 
'  dollar  exchange.  Admittedly,  the  problem  of  pay¬ 
ment  may  be  avoided  for  a  time  if  there  is  a  large 
:  and  sustained  outflow  of  capital,  but  once  this 
process  slackens,  balance-of-payment  difficulties  will 
!  multiply.  Creditor  nations  must  perforce  develop 
=  an  import  surplus;  the  alternative  is  either  gifts  or 
contraction  of  exports. 

United  States  foreign  economic  policy  rightly 
aims  at  an  increasing  volume  of  world  trade  and 
employment;  but  the  International  Trade  Organ¬ 
ization  (ITO)  project,  sponsored  originally  by  this 
country,  has  not  evoked  much  enthusiasm  abroad. 
Agreement  was  reached  at  the  Havana  conference 
in  1948  on  the  terms  of  the  ITO  charter  only  after 
numerous  compromises  had  been  accepted  by  the 
United  States  delegation.  Spokesmen  for  other 
industrial  nations  maintained  that  the  events  of  the 
last  two  decades  had  seriously  disrupted  important 
economic  relationships.  The  decline  of  overseas 
assets  was  also  cited.  As  a  result,  such  imbalance 
had  developed  in  the  world  economy  that  a  speedy 
return  to  freer  trade  is  not  feasible.  Import  restric¬ 
tions,  it  was  stated,  could  not  be  removed  rapidly 
I  given  the  universal  shortage  of  dollars.  Were  these 
j  controls  to  be  eliminated,  already  insufficient  hard 
j  currency  reserves  would  soon  be  dissipated,  with 
I  little  contribution  to  domestic  recovery.  Those  na- 
I  tions,  in  short,  which  felt  the  direct  impact  of  the 


war  cannot  now  rely  on  the  working  of  the  price 
mechanism.  “The  forces  of  the  price  system,” 
writes  a  British  economist,  “are  strong  enough  to 
effect  small  adjustments  smoothly;  but  when  the 
work  they  have  to  do  is  large,  they  are  apt  to 
prove  clumsy,  wasteful  and  ineffective.”^^ 

While  some  critics  of  United  States  trade  policy 
openly  favor  bilateralism — trade  deals  between  two 
countries — and  the  accompanying  discrimination 
against  third  parties,  others  accept  this  device  in 
the  belief  that  it  is  a  necessary  evil,  to  be  eradicated 
once  conditions  are  favorable  to  a  resumption  of 
freer  trade.  The  goals  sought  by  Washington,  they 
add,  will  remain  unattainable  unless  and  until  this 
country  adjusts  its  import  policy  to  accord  with  its 
status  as  the  foremost  creditor  nation.  Force  of  cir¬ 
cumstances,  it  is  pointed  out,  has  already  necessi¬ 
tated  revisions  in  the  Administration’s  trade  policy. 
Thus,  the  terms  of  the  Anglo-American  loan  agree¬ 
ment  have  been  twice  reconsidered.  In  August  1947 
it  was  acknowledged  that  London’s  gold  and  dollar 
reserves  would  not  permit  sterling  convertibility 
as  called  for  in  the  loan  pact.  Later,  in  the  sum¬ 
mer  of  1949,  when  there  was  another  exchange 
crisis.  Secretary  of  the  Treasury  John  W.  Snyder 
conceded  that  Section  9  of  the  same  agreement, 
which  binds  Britain  not  to  discriminate  against 
imports  from  the  United  States,  should  be  re¬ 
viewed,  “since  the  United  Kingdom  shortage  of 
dollars  should  not  in  itself  force  the  United  King¬ 
dom  to  reduce  its  purchases  from  areas  with  which 
it  does  not  have  a  shortage  of  means  of  payment.”^® 
The  inference  is  that  some  degree  of  discrimina¬ 
tion  will  be  permitted. 

These  amendments  of  trade  policy  have  been  ex¬ 
plained  as  temporary  departures  to  meet  emer¬ 
gency  conditions  and  do  not,  therefore,  represent  a 
fundamental  change  in  the  basic  objective  which 
continues  to  be  multilateral,  nondiscriminatory 
trade.  This  explanation,  however,  assumes  that 
“normal”  conditions  will  soon  prevail  and  that  the 
difficulties  now  reflected  in  the  world-wide  short¬ 
age  of  dollars  will  be  soon  removed  thanks  to  the 
European  Recovery  Program.  The  validity  of  this 
assumption  is  debatable.  The  central  problem  in 
international  economics  is  the  balance-of-payments 
disequilibrium.  Generous  assistance  to  promote  Eu¬ 
ropean  reconstruction  is  an  important  corrective, 
but  a  temporary  and  ineffective  one  should  the 

27.  Sir  Hubert  Henderson,  “A  Criticism  of  the  Havana  Char¬ 
ter,”  American  Economic  Review,  June  1949,  p.  613.  See  also 
Joseph  A.  Schumpeter,  “English  Economists  and  the  State- 
Managed  Economy,”  Journal  of  Political  Economy,  October 
1949,  pp.  381-82, 

28.  Joint  communique  of  Anglo-American-Canadian  parley. 
New  York,  Times,  September  13,  1949. 
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United  States  fail  to  make  the  required  adjust¬ 
ments  in  its  trade  and  payments  position.  Loans 
and  grants  do  not  measure  the  contribution  that 
this  country  must  make  in  building  a  viable  world 
economy. 

The  principle  has  long  since  been  universally 
recognized  that  a  creditor  nation  must  undergo 
changes  in  its  structure  of  production  to  provide 
an  import  surplus  in  place  of  the  export  surplus. 
But  before  1934,  when  the  Reciprocal  Trade  Agree¬ 
ments  program  was  inaugurated,  United  States 
tariff  policy  was  highly  protectionist,  duties  hav¬ 
ing  been  increased  to  an  all-time  high  in  1930. 
The  adoption  of  the  Hull  program  to  promote 
freer  trade  was  acclaimed  as  a  new  departure  in 
commercial  policy.  However,  even  though  this 
country  then  enjoyed  exceptional  competitive 
strength  in  many  lines  of  production,  the  trade 
agreements  act  was  implemented  slowly  and  cau¬ 
tiously.  The  procedure  followed  required  a  separate 
pact  with  each  country.  At  the  Geneva  trade  parley 
in  1947,  and  again  at  the  Annecy  conference  in 
1949,  a  new  method  was  applied.  In  these  negotia¬ 
tions  tariff  concessions  were  made  by  several  na¬ 
tions;  the  result  was  a  multilateral  reduction  of 
trade  barriers.  Progress  in  scaling  down  duties, 
quotas  and  other  restrictions  was  therefore  more 
rapid. 

But  even  in  the  latest  applications  of  the  trade 
agreements  policy,  there  has  been  no  change  in  the 
basic  approach — always  the  aim  has  been  to  ob¬ 
tain  advantages  for  this  country’s  exports  in  return 
for  concessions  favoring  exports  of  other  parties 
to  the  accord.  The  objective  of  expanding  outlets 
abroad  for  the  output  of  this  country’s  industry 
has  in  fact  been  emphasized  more  than  ever  be¬ 
fore.  When  the  renewal  of  authority  to  negotiate 
trade  agreements  was  before  Congress  in  1945, 
leading  official  witnesses  for  the  Administration 
stressed  the  contribution  the  program  might  make 
in  sf)lving  the  expected  post-war  problem  of  mass 
unemployment.  These  spokesmen  also  noted  that 
any  new  agreements  would  contain  comprehensive 
safeguarding  provisions  to  prevent  “serious  injury 
to  domestic  producers.’’  If  need  be,  it  was  indicated, 
quantitative  import  controls  might  be  employed  by 
this  country.^’ 

Although  this  stress  on  the  use  of  “escape 
clauses’’  has  no  practical  significance  in  United 
States  trade  policy  to  date,  other  countries  have 
no  assurance  that  such  import  limitations  will 
never  be  invoked.  On  the  contrary,  the  fact  that 

29.  Harold  H.  Hutcheson,  “Foreign  Trade  Policy  of  the 
United  States,”  Foreign  Policy  Reports,  Vol.  XXIII,  No.  i 
(March  15,  1947).  P-  7- 


this  feature  loomed  large  in  Congressional  hear¬ 
ings  is  in  itself  a  warning  that  protectionist  senti¬ 
ment  remains  strong  in  this  country.  Further  evi¬ 
dence  on  this  score  is  to  be  seen  in  the  action 
taken  by  the  Eightieth  Congress  when  it  consid¬ 
ered  renewal  of  the  trade  agreements  act  in  1948. 
With  the  Republican  party  enjoying  a  majority 
for  the  first  time  in  sixteen  years,  debates  and  hear¬ 
ings  on  the  measure  to  renew  the  law  without 
change  for  another  three  years  revealed  strong 
opposition.  As  an  alternative  to  probable  defeat, 
the  Administration  agreed  to  a  compromise  where¬ 
by  a  one-year  extension  was  granted,  and  this  with 
the  proviso  that  the  Tariff  Commission  must  re¬ 
view  all  proposed  concessions  to  indicate  any  that 
might  result  in  injury  to  domestic  industry.  Should 
a  concession  go  beyond  the  “peril  points’’  thus  de¬ 
termined,  the  President  was  required  to  report  to 
Congress  his  reasons  for  the  action  taken.  These 
modifications  of  the  original  law  in  favor  of  the 
protectionists  were  eliminated  in  a  new  act  which 
was  finally  approved  by  the  Senate  on  Septem¬ 
ber  15,  1949.^“ 

POLICY  CONFLICTS 

In  their  appraisal  of  United  States  trade  policy 
other  governments  have  reason,  therefore,  to  fear 
a  reversion  to  outright  protectionism.  The  record 
to  date,  moreover,  contains  several  instances  in 
which  there  has  been  a  conflict  between  the  Ad¬ 
ministration’s  advocacy  of  freer  trade  and  certain 
policies  pursued  by  this  country. 

An  outstanding  instance  is  the  farm  program, 
by  which  the  government  maintains  agricultural 
prices  above  levels  that  would  prevail  in  the  free 
market.  Under  this  scheme  export  subsidies  are 
used,  while  some  imports  have  been  limited  by 
quotas.  More  recently,  the  fall  in  exports  has  oc¬ 
casioned  considerable  pressure  on  Congress  to  re¬ 
quire  the  earmarking  of  a  large  part  of  EGA  funds 
for  the  purchase  of  “surplus’’  farm  commodities 
— tobacco,  fruit,  cotton,  and  so  on.  There  have 
been  frequent  demands  by  certain  interests,  agri¬ 
cultural  and  others,  that  exports  under  the  ERP 
be  selected  to  aid  “surplus  producers’’  here  rather 
than  to  meet  the  requirements  of  reconstruction 
abroad.^*  Although  some  farm  spokesmen  have 
been  leading  proponents  of  freer  trade,  the  do¬ 
mestic  agricultural  program  continues  to  be  highly 
nationalistic  and  therefore  at  variance  with  this 
country’s  trade  policy.’^ 

30.  In  the  final  voting,  a  Republican  move  to  retain  the 
“peril  point”  procedure  was  defeated  by  the  narrow  margin  of 
43  to  38.  New  Yorl(  Times,  September  16,  1949. 

31.  Harris,  The  European  Recovery  Program,  cited,  p.  i49- 

32.  Cordell  Hull,  Memoirs  (New  York,  Macmillan,  i948)> 
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In  a  study  of  United  States  foreign  trade  made 
public  by  the  EGA  on  October  22,  1949,  it  is 
shown  that  many  barriers  to  increased  imports 
remain  in  force.^^  The  report  sets  forth  a  partial 
list  of  260  products  that  Europe  could  produce  and 
export  to  this  country  but  on  which  the  United 
States  exacts  duties  of  25  per  cent  or  more.  The 
most  important  limitation  on  imports,  however, 
is  “administrative  protectionism” — the  manner  in 
which  customs  authorities  classify  commodities  for 
duty  purposes.  Unusual  delays  are  often  experi¬ 
enced  by  foreign  exporters  in  getting  their  wares 
deared;  what  is  more,  customs  officials  have  fre¬ 
quently  classified  the  product  so  that  the  highest 
possible  duty  is  applicable.  In  the  opinion  of  many 
^  European  producers,  it  is  this  type  of  import  bar¬ 
rier,  rather  than  the  actual  level  of  tariff  rates,  that 
makes  an  increase  of  sales  here  difficult. 

ADJUSTMENTS  IN  U.S.  ECONOMY 

United  States  trade  policy  has  been  labeled  “mod¬ 
ified  protectionism.”  Tariff  concessions  are  made 
on  a  reciprocal  basis,  i.e.,  to  increase  exports  as 
^  much  as  imports.  One  State  Department  official 
i  stated  the  approach  neatly  when  he  said  that  trade 
agreements  were  not  intended  to  change  the  bal¬ 
ance  of  payments  of  this  country.^'*  The  crucial 
problem  in  international  economics,  however,  is 
the  disequilibrium  in  trading  accounts.  Tariff  cuts 
to  expand  exports  by  an  amount  equal  to  or 
greater  than  the  increase  of  imports  do  not  ease 
the  dollar  shortage;  little  improvement  is  thereby 
:  made  in  the  payments  position  of  other  countries. 
If  the  aim  of  the  United  States  is  to  promote  a 
more  balanced  world  economy,  then  imports  here 
must  be  increased  relative  to  any  expansion  of  ex¬ 
ports,  Larger  invisible  imports,  e.g.,  tourist  out¬ 
lays  abroad,  are  an  important  addition  to  the  dollar 
supply  of  other  nations,  but  they  are  not  an  ade¬ 
quate  solution  as  long  as  there  are  a  sizeable  mer- 
1  chandise  export  surplus  and  service  payments  on 
foreign  loans  and  investments  owned  in  this 

IVol.  I,  p.  133;  D.  Gale  Johnson,  “Reconciling  Agricultural  and 
Foreign  Trade  Policies,”  Journal  of  Political  Economy,  Decem¬ 
ber  1 947,  pp.  567-71;  and  C.  A.  Hickman,  Our  Farm  Pro- 
gram  and  Foreign  Trade — a  Conflict  of  National  Policies  (New 
York,  Council  on  Foreign  Relations,  1949). 

33'  F,CA,  Report  of  the  ECA  Commerce  Mission  (Washington, 
October  1949).  A  summary  of  this  document  is  given  on 
i  p.  204  of  this  Report. 

j  34-  Francis  B.  Sayre,  The  Way  Forward  (New  York,  Mac- 
niillan.  1939),  Chap.  13.  The  statement  made  by  President 
Truman  on  September  26,  1949  when  he  signed  the  bill  ex¬ 
tending  the  reciprocal  trade  agreements  program  also  referred 
to  the  prevailing  reluctance  to  increase  imports  relative  to  ex- 
’  ports.  Mr.  Truman  observed,  “The  maintenance  and  the  enlarge- 
’  inent  of  our  export  markets  are  impossible  without  a  substantial 
:  txpansion  of  our  imports.”  New  Yorl(  Times,  September  27, 
'949- 


country.^’ 

The  inability  of  other  nations  to  obtain  ade¬ 
quate  dollar  exchange  is  a  major  obstacle  to  larger 
exports  by  our  producers,  rather  than  the  existence 
of  trade  barriers  as  such.  If  no  means  are  provided 
to  finance  the  current  export  surplus,  sales  over¬ 
seas  must  necessarily  decline.  Such  a  slump  in 
foreign  trade  would  have  a  highly  adverse  effect 
on  employment  and  income  in  export  industries, 
and  in  turn  on  the  domestic  economy  as  a  whole, 
assuming  no  compensating  internal  adjustments 
occur.  Moreover,  a  curtailment  of  economic  ac¬ 
tivity  here  will  spread  throughout  the  world,  there¬ 
by  defeating  the  established  policy  of  improving 
living  standards  and  international  relations  through 
expanding  trade  and  employment. 

TWO  ALTERNATIVES 

Since  continued  governmental  loans  and  grants 
increase  the  burden  on  the  taxpayer  without  prom¬ 
ise  of  satisfactorily  solving  the  dollar  problem,  and 
since,  moreover,  a  large-scale  outflow  of  private 
capital  is  not  an  immediate  possibility,^*^  only  two 
alternative  courses  remain.  These  are:  (i)  a  large 
increase  in  United  States  imports;  and  (2)  changes 
in  the  domestic  economy  to  insure  a  high  level  of 
employment  and  income  with  reduced  dependence 
on  foreign  trade.  Both  policies,  needless  to  say,  will 
be  difficult  to  implement.  Larger  imports,  accord¬ 
ing  to  some  students  of  the  problem,  will  not  prove 
easy,  even  though  tariff  rates  are  drastically  cut 
and  the  red  tape  of  customs  eliminated.^^  Those 
who  take  this  position  cite  the  over-all  superior 
productive  power  of  the  American  economy — in 
particular,  the  fact  that  this  country  is  relatively 
self-sufficing.  Steady  technological  progress  has 
given  many  producers  an  edge  over  their  foreign 
competitors;  further  differential  gains  may  be  ex¬ 
pected  if  there  is  a  strong  downturn  in  prices 
here.^® 

Other  economists  contend  that  a  balanced  flow 
of  trade  is.  feasible  provided  adjustments  are  made 

35.  A  cogent  statement  of  the  case  for  larger  imports  is  given 
by  the  National  Association  of  Manufacturers,  The  Foreign 
Trade  Gap  (New  York,  July  1949);  see  also  the  EC.\  Report 
cited  above. 

36.  Apart  from  the  deadlock  between  investors  and  govern¬ 
ments  rec]uiring  capital  aid,  there  is  the  further  difficulty  that 
the  present  “absorptive  capacity”  of  capital-poor  countries  pre¬ 
cludes  a  large  and  speedy  flow  of  funds  for  truly  productive 
purposes. 

37.  ECA  Administrator  Paul  G.  Hoffman  has  several  times 
stated  that  this  country’s  imports  must  rise  by  $2  billion  by 
1952. 

38.  John  H.  Williams,  “The  British  Crisis,”  Foreign  Affairs, 
October  1949,  p.  8;  and  Thomas  Balogh,  “International  Eco¬ 
nomic  Equilibrium,”  in  Seymour  E.  Harris,  ed.,  Foreign  Eco¬ 
nomic  Policy  for  the  United  States  (Cambridge,  Harvard  Uni¬ 
versity  Press,  1948),  p.  460. 
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in  the  structure  of  production  here  and  abroad  in 
accordance  with  the  principle  of  comparative  costs. 
A  fruitful  division  of  labor  can  develop,  it  is  said, 
with  each  country  specializing  in  those  lines  in 
which  it  has  the  greatest  advantages  or  the  least 
disadvantages.  In  other  words,  high  level  produc¬ 
tivity  in  the  industry  and  agriculture  of  the  United 
States  does  not  preclude  mutually  advantageous 
trade  with  other  nations.^^  As  a  creditor  nation, 
the  United  States  would  naturally  undergo  larger 
adjustments,  since  imports  must  increase  relative 
to  exports.  But  the  probability  that  this  course  of 
action  will  gain  approval  here  is  rather  remote; 
protectionist  sentiment,  as  already  pointed  out,  re¬ 
mains  strong. 

Protection  for  domestic  producers,  however,  will 
impose  sacrifices  on  industries  capable  of  selling 
abroad.  Firms  that  have  increased  their  capacity 
and  efficiency  and  are  thus  able  to  compete  effec¬ 
tively  in  foreign  markets  will  be  handicapped, 
since  the  curb  on  imports  reduces  the  supply  of 
dollar  exchange.  Knowing  that  exports  must  per¬ 
force  be  paid  for  in  imports,  protectionists  no\\ 
strongly  advocate  reduced  exports.  Addressing  the 
American  Tariff  League  on  October  26,  1949,  Dr. 
John  Lee  Coulter,  the  League’s  economist,  recom¬ 
mended  a  cut  in  exports;  moreover,  he  said,  cor¬ 
rection  of  the  foreign  trade  imbalance  by  lowering 
“currently  inflated  levels  of  United  States  exports 
should  be  aimed  at  reducing  the  excessive  dollar 
volume  of  United  States  shipments  abroad  of 
such  nonagricultural  commodities  as  machinery, 
vehicles,  and  other  products  derived  from  metals 
and  minerals.’”*®  This  ingenious  argument,  it  will 
be  noted,  is  in  effect  an  appeal  for  the  support  of 
the  farmers.  It  is  also  made  to  hinge  on  the  idea 
that  industrial  exports  involve  a  loss  to  this  coun¬ 
try  of  critical  metals  and  minerals,  thereby  imperil¬ 
ing  national  security.  Carried  to  its  logical  conclu¬ 
sion,  this  argument  would  favor  an  industrial 
economy  that  produces  almost  entirely  for  the 
home  market,  with  only  surplus  farm  produce  go¬ 
ing  abroad. 

Those  who  favor  reduced  exports,  therefore,  ob¬ 
ject  to  a  large  volume  of  foreign  trade.  They 
argue  that  the  adjustments  required  by  a  free  trade 
program  will  be  possible  “only  under  a  socialized 
system  of  government,  with  industry  and  labor 
completely  regimented.”"**  Our  prosperity,  it  is 
reasoned,  must  be  based  on  the  home  market — 
“probably  the  greatest  single  contribution  the 

39.  See  Gottfried  Haberler,  “Dollar  Shortage?,”  Chap.  24. 

40.  New  Yorl{  Times,  October  27,  1949. 

41.  Rep.  Harold  Knutson,  in  Minority  Views  on  Foreign  Trade 
Agreements,  79th  Congress,  ist  Session,  May  18,  1945.  H.R. 
Rcpi'rt  594,  Part  2,  p.  3. 


United  States  could  make  to  future  world  stability  1  a 
and  security  will  be  the  maintenance  of  a  high  j  a 
degree  of  prosperity  at  home.”*^  But  in  stating  their  I  s 
case,  these  protectionists  neglect  the  difficulties  of  I  c 
maintaining  high-level  employment  and  income  in  i 
the  face  of  a  decline  in  industries  that  have  hith-  t 
erto  produced  for  export  on  a  large  scale.  ] 

In  recent  years  economists  have  given  much  i  ' 
thought  to  the  problems  of  full  employment.  Their  c 
analyses  contain  little,  if  any,  warrant  for  the 
view  that  the  foreign  trade  of  this  country  can  be  I  i 
reduced  without  serious  repercussions  on  trade  and  j  1 
industry  here  and  abroad.  Reliance  on  the  domes¬ 
tic  market,  it  is  pointed  out,  necessitates  a  shift  in  ;  1 
the  distribution  of  income  to  reduce  saving  and  j  < 
increase  the  outlay  on  current  consumption.  It  fol-  § 
lows  that  protectionism  and  not  freer  trade  brings  1 
greater  governmental  intervention;  in  fact,  tariffi 
are  one  form  of  state  control.  There  is  no  easy 
way  out.  As  stated  recently  by  one  economist,  the  j 
issue  is,  “Shall  we  redistribute  still  more  drastically,  | 
or  shall  we  lend  abroad But,  as  he  observes, 
the  margin  of  income  available  for  redistribution  j 
has  been  exaggerated.  Complete  elimination  of  net  j 
investment — the  mainspring  of  economic  progress  i 
— would  have  provided  only  $125  per  person  in  I 
1940.  What  is  more,  taxation  to  effect  this  change 
might  stratify  society  and  retard  introduction  of 
new  machinery  and  techniques:  “the  redistribu¬ 
tion  solution  is  not  merely  one  of  economic  isola¬ 
tion.  It  will  probably  be  one  of  cultural  stagnation  | 
also.”"*^  ! 

CONCLUSIONS 

The  dollar  has  replaced  sterling  as  the  inter-  1 
national  currency,  but  for  several  reasons  dollar 
exchange  is  in  short  supply.  The  crucial  problem 
in  world  economics  is  the  balance-of-payments  ] 
disequilibrium,  reflected  in  the  dollar  famine.  | 
Measures  to  reduce  the  imbalance  must  take  into  ^ 
account  the  fact  that  trade  barriers  are  partly  the  \ 
cause  and  partly  the  effect  of  the  disintegration  of 
the  old  order  of  multilateral  commerce  and  pay¬ 
ments. 

In  its  post-war  foreign  economic  policy,  the  _ 
United  States  has  sought  a  speedy  return  to  freer  ? 
world  trade.  But  a  necessary  first  step  is  recovery 
of  the  export  capacity  of  Western  Europe,  particu-  j 
larly  the  United  Kingdom,  to  insure  financing  of  j 
indispensable  food  and  raw  material  imports.  This  3 
undertaking  requires  United  States  support.  Un-  | 

42.  Ihid.,  p.  II.  I 

43.  David  McCord  Wright,  Democracy  and  Progress  (New  ; 

York,  Macmillan,  1948),  p.  158.  j 

44.  Ibid.,  pp.  159,  160.  i 
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der  the  Marshall  Plan,  it  was  intended  that  further 
aid  by  this  country  should  be  matched  abroad  by 
a  program  of  maximum  self-help  and  mutual  as¬ 
sistance.  As  stated  by  the  EGA,  the  essential  con¬ 
dition  for  sustained  recovery  is  regional  economic 
unification,  to  be  achieved  through  freer  trade  and 
the  play  of  competition.  Thus  far,  however.  Western 
Europe  has  made  little  progress  in  this  direction. 
What  is  more,  the  OEEC  has  not  succeeded  in 
coordinating  national  long-range  recovery  plans. 
The  several  obstacles  to  integration  include  a  deep- 
seated  aversion  on  the  part  of  many  producers  to 
freer  trade  and  competitive  enterprise. 

The  removal  of  trade  barriers,  moreover,  is  de¬ 
layed  by  payment  difficulties,  which  are  only  partly 
explained  by  the  absence  of  monetary  stability. 
The  decline  of  Britain’s  economic  position  has 
meant  a  change  in  that  country’s  trading  relation¬ 
ships.  A  large  excess  of  imports  from  Europe  is  no 
longer  possible;  as  a  result,  the  continent  must  find 
new  ways  and  means  to  finance  its  deficit.  For 
Western  Europe  as  a  whole,  however,  an  export 
surplus  in  trade  with  other  regions  is  of  little  use 
if  payment  in  dollars  is  impossible.  The  dollar 
shortage,  as  noted  above,  is  world- wide. 

In  any  event,  expansion  of  exports  on  the  de¬ 
sired  scale  presupposes  larger  markets  overseas. 
The  problems  of  the  less  developed  areas — com¬ 
prising  some  two-thirds  of  the  world  population — 
are  therefore  of  added  significance.  The  economic 
aspirations  of  these  people,  intensified  in  recent 
years,  must  be  taken  into  account  in  building  a 
prosperous  world  economy.  Development  must  be 
social  and  political  as  well  as  economic;  it  follows 
that  the  goal  of  higher  living  standards  is  un¬ 
avoidably  long-range.  The  main  source  of  external 
assistance  is  the  United  States.  For  this  and  other 
reasons,  the  proposed  Point  Four  program  is  of 
major  importance  in  our  foreign  economic  policy. 
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Grants,  loans  and  technical  assistance,  how¬ 
ever,  are  only  a  part  of  the  contribution  that  the 
United  States  must  make  to  promote  a  viable 
world  economy.  The  trade  policy  of  the  Adminis¬ 
tration  should  be  reconsidered  in  the  light  of  the 
need  for  larger  imports  relative  to  exports.  Thus 
far,  as  much  emphasis  has  been  put  on  exports 
as  on  imports.  Reliance  on  foreign  private  invest¬ 
ments  as  a  leading  source  of  dollars  is  question¬ 
able,  since  the  outflow  remains  small,  with  no 
prospect  of  an  early  increase  on  a  large  scale.  More¬ 
over,  the  choice  of  direct  investments  rather  than 
untied  loans  will  mean  fewer  dollars  for  Western 
Europe  through  the  outflow  of  United  States  capi¬ 
tal.  Capital  exports,  however,  are  a  supplement, 
not  a  substitute,  for  increased  imports.  Larger  im¬ 
ports  will  require  adjustments  in  our  economy,  as 
will  also  the  reduction  of  exports  which  protec¬ 
tionists  favor. 

A  combination  of  the  two  policies  may  be  neces¬ 
sary,  with  the  United  States  seeking  a  larger  vol¬ 
ume  of  internal  consumption  and  investment  to 
absorb  the  output  of  industry  and  agriculture, 
rather  than  expecting  high-level  employment 
through  a  large  export  surplus  financed  by  loans 
and  gifts.  Sustained  prosperity  here,  in  fact,  is  a 
requirement  for  world  recovery.  On  the  other 
hand,  changes  in  the  domestic  economy  must  not 
lead  to  economic  stagnation  or  isolation;  for  in 
that  event.  United  States  foreign  policy  as  a  whole 
would  be  undermined.  In  short,  the  same  basic 
difficulty  confronts  all  nations  in  the  Western 
world:  how  to  realize  the  gains  of  foreign  trade 
under  conditions  that  will  insure  sustained  pros¬ 
perity  for  the  participants.  While  multilateral  trade 
permits  maximum  specialization  and  productivity, 
it  requires  free  convertibility  of  currencies.  This 
problem — largely  one  of  overcoming  the  dollar 
shortage — is  global,  not  regional,  in  scope. 
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The  Problem  of  the  ‘Dollar  Gap’ 

BY  HAROLD  H.  HUTCHESON  AND  J.  S.  HUTCHESON 


Well  aware  of  the  need  for  increased  sales  of 
European  products  in  the  Western  Hemisphere  to 
make  the  Marshall  Plan  succeed,  the  ECA  in  co¬ 
operation  with  the  Department  of  Commerce  spon¬ 
sored  a  joint  mission  to  study  the  possibilities  for 
larger  imports.  These  experts  made  on-the-spot  in¬ 
vestigations  of  export  capabilities  in  Western  Eu¬ 
rope,  particularly  in  Britain,  France  and  Italy. 
Their  findings  here  and  abroad  were  published  in 
a  report  made  public  by  the  ECA  in  October  1949.' 

EXPORT  SURPLUS  AND  IMPORT  OBSTACLES 

A  noteworthy  feature  of  this  document  is  the 
statistical  data  submitted  to  show  that  the  “dollar 
gap”  is  of  long  standing.  For  at  least  thirty-five 
years  other  nations  have  been  unable  to  earn  suffi¬ 
cient  dollar  exchange  through  the  export  of  goods 
and  services  to  this  country.  From  July  1914 
through  1948,  total  United  States  exports  amounted 
to  $270  billion,  but  imports  of  goods  and  services 
had  a  value  of  only  $169  billion.  Thus,  the  export 
surplus  was  $101  billion.  Much  of  this  excess  oc¬ 
curred  during  war  years;  however,  omitting  the 
periods  1914-18  and  1941-45,  there  remains  an  ex¬ 
port  surplus  of  $52  billioh,  of  which  about  $25.5 
billion  is  for  the  years  1946-48. 

Since  other  countries  lacked  sufficient  dollars, 
how  was  the  thirty-five-year  surplus  of  $101  billion 
financed?  The  answer,  according  to  the  ECA  re¬ 
port,  is  roughly  as  follows:  A  fairly  constant  stream 
of  private  remittances — gifts — accounted  for  about 
$10.5  billion.  The  flow  of  capital,  long-  and  short¬ 
term,  provided  only  $10.5  billion,  more  or  less. 
The  sum  of  $15.5  billion  was  obtained  through 
the  shipment  of  gold  and  reduction  of  dollar  assets 
held  in  this  country.  Since  1945,  the  International 
Fund  and  the  World  Bank  have  made  available 
about  $i  billion.  Finally,  the  largest  part — $68  bil¬ 
lion — came  from  the  United  States  Treasury;  of 
this  amount,  $19  billion  were  designated  loans, 
while  $49  billion  took  the  form  of  grants,  almost 
all  made  since  1941. 

Noting  that  the  dollar  gap  thus  far  in  1949  was 

I.  Economic  Cooperation  Administration,  Report  of  the  ECA- 
Comnicrce  Mission  to  Investigate  Possibilities  of  Increasing 
Western  Europe’s  Dollar  Earnings  (Washington,  1949). 


growing  wider,  the  report  observes  that  a  solu¬ 
tion  of  the  problem  “is  still  not  in  sight.”  Euro¬ 
pean  exporters  must  improve  their  competitive 
efficiency  and  wage  a  more  aggressive  sales  cam¬ 
paign  in  this  country.  But  these  efforts  will  not 
be  effective  unless  the  United  States  cooperates 
by  removing  several  of  its  import  barriers.  The 
latter  include  many  tariff  rates  that  remain  high;^ 
no  less  important,  however,  are  the  difficulties 
created  by  the  customs  administration,  which  in¬ 
clude  delays,  arbitrary  classification  of  imports 
whereby  unexpectedly  high  rates  are  applied,  un¬ 
usual  labeling  and  packing  requirements,  and  so 
on.  The  report  sets  forth  scores  of  examples,  one 
of  which  is  the  case  of  an  exporter  of  ladies’  coats 
who  had  obtained  scarce  dollars  for  a  three  weeks’ 
sales  effort  in  this  country  but  was  unable  to  clear 
his  coats  after  arrival  because  customs  officers,  three 
weeks  later,  still  had  not  decided  whether  the  duty 
should  be  levied  according  to  the  material  of  which 
the  coats  were  made  or  the  buttons  sewn  on  them.^ 
Another  instance  of  “administrative  protectionism,” 
not  cited  in  the  ECA  study,  is  the  valuation  of 
books.  The  New  York  sales  office  of  a  British  in¬ 
stitution  which  sponsors  valuable  research  in  inter¬ 
national  relations  was  required  to  pay  a  higher 
import  duty  on  a  book  consisting  of  official  docu¬ 
ments  on  European  recovery  simply  because  one 
state  paper  was  of  “non-foreign  authorship.”  This 
particular  item  was  the  speech  made  in  June  1947 
by  Secretary  Marshall  at  Harvard,  in  which  he 
outlined  the  European  Recovery  Program. 

Given  these  and  other  highly  restrictive  fea¬ 
tures  of  the  United  States  tariff  system,  including 
the  continued  practice  of  requiring  government 
purchasing  agents  to  follow  the  “Buy  American” 
rule,  it  is  not  surprising  that  producers  abroad 
should  be  critical  in  their  appraisal  of  our  trade 
policy.  Tariff  rate  negotiations  to  increase  United 
States  exports  as  well  as  imports,  conducted  while 
little  is  done  to  remove  other  import  barriers,  are 
not  considered  abroad  a  proper  policy  for  the 
world’s  greatest  creditor  nation. 

2.  For  many  examples,  see  ibid..  Appendix  R. 

3.  Ibid.,  p.  1 71. 


